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April 17, 2007

TO: Each Supervisor

FROM: Bruce A. Chemof, M.D. <<
Director and Chief Medical Officer

SUBJECT: DEPARTMENT OF HEALTH SERVICES

FISCAL OUTLOOK UPDATE

Attached (Attachments A1-A3) for your information is a Summary of
Changes in the Department of Health Services (DHS) Fiscal Outlook since
our last report, through March 30, 2007.

In the December 12, 2006 DHS Fiscal Outlook and Strategic Plan Update,
the Department committed to working with the Chief Administrative Office
(CAOQ) to develop a balanced proposed budget for Fiscal Year (FY) 2007-
08. This memo includes an updated fiscal outlook showing a balanced DHS
budget for FY 2007-08 (see line 26 on Attachment A1).

While there have been developments subsequent to the completion of the
CAOQ Proposed Budget that could result in a funding shortfall, the
Department expects them to be offset through additional Deficit
Management Plan Actions. However, the fiscal outlook does not include the
impact of pending salary and classification changes.

To address this issue, DHS will continue working with the CAO to develop
recommended budgetary adjustments as part of the FY 2007-08 budget
development process.

As for the five-year cumulative Fiscal Outlook, following the adjustments
shown on Attachments A1 and A2, including the remaining proposed Deficit
Management Plan Actions that are not included in the CAO Proposed
Budget, the cumulative shortfall (line 44 on Attachment A2) through FY
2010-11 is now estimated at $651.3 million. This is an improvement of
$252.5 million when compared to the previous shortfall of $903.8 million
included in the December 12, 2006 Fiscal Outlook.
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Estimated Cumulative $ Impact
Through Fiscal Year 2010-11
Action (3 In Millions)
Estimated Cumulative Funding Shortfall Through $ (786.7)

Fiscal Year 2010-2011

Deficit Management Plan Actions Not Included in the CAO Proposed Budget:

Conversion of Nursing Registries to County Employees $ 19.0

Reduction in Medi-Cal TAR Denials 0.4

Resolution of Mental Health Services Issues 69.0

Unused Fiscal Year 2005-06 County Contribution 47.0
Adjusted Cumulative Shortfall $ (651.3)*

Pending Federal Rule Limiting Medicaid Reimbursements (__821.0)

Adjusted Cumulative Shortfall $(1,472.3)

*

The December 12, 2006 DHS Fiscal Outlook and Strategic Plan Update memo
referenced a comparable Adjusted Cumulative Shertfall of $903.8 million.

Managed Care Rate Supplement

The Managed Care Rate Supplement is still pending Federal approval. The Department
and the CAO are currently working with the State to ensure this issue is forwarded to CMS,
the County’s Federal legislative analysts, and your Board, prior to your visit to Washington
D.C. Ifthe Managed Care Rate Supplement is not granted, the Department’s financial
position will worsen by $286.0 million in FY 07-08 ($143.0 million in FY 06-07 and 07-08
respectively). This loss could be reduced by up to $50.0 million for each of these two fiscal
years if the Department is allowed to retain the County General Fund match contribution
currently included in our budget.

CMS Extension Agreement for MLK-Harbor Hospital

The attached fiscal outlook includes the estimated impact of the CMS Extension Agreement
for MLK-Harbor Hospital of $12.0 million [$8.0 million for FY 06-07 and $4.0 million for FY
07-08 (see line 29 on Attachment A2)]. This amount assumes we are able to get legislation
to hold MLK-Harbor harmless for the loss of DHS and SNCP funds under the CMS
Extension Agreement in FY 07-08. At a conference call with some members of the
California Association of Public Hospitals (CAPH) Board on April 13, 2007 they indicated
initial support for the concept of holding MLK-Harbor harmless. In the final agreement with
CMS, there was a liberal interpretation of an emergency service billable under the Medi-Cal
and Medicare programs, which resulted in a less than previously anticipated loss of revenue
under the agreement.
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Health Care Coverage Initiative (Cl)

The Department’s application for the Health Care Coverage Initiative, a federally-funded
program intended to increase health care coverage for low-income people who are
uninsured, was awarded by the State of California on March 29, 2007. The Department is
eligible to receive a maximum of $54.0 million of gross revenue per year, for a three year
period, which is offset by additional spending of approximately $23.6 million per year,
resulting in net revenue of $30.4 million per year. The Department is in the process of
compiling these costs to be included in our FY 07-08 Final Change Budget Request for your
Board’s consideration in June 2007. The CI will serve adult patients with selected chronic
diseases, including diabetes, asthma, and hypertension, who are seen in DHS and PPP
facilities and have no other coverage. These patients will be enrolled into a comprehensive
outpatient program that will provide targeted services based on each patient’s burden of
illness and health care utilization.

The Department must aggressively begin the work required to ensure we are able to
implement the proposed programs by September 1, 2007 and fully maximize the available
funds.

Federal Deficit Reduction Act (DRA) — Medi-Cal Citizenship Verification

The California Department of Health Services (CDHS) has not as yet released for
implementation its DRA - Medi-Cal Citizenship Verification All County Welfare Directors
Letter (ACWDL) instructions to the Los Angeles County Department of Public Social
Services; however, based on the CDHS February 7, 2007 final draft, the Department
believes the financial impact and new workload can be minimized if the CDHS provides an
automated means to verify citizenship for all California-born residents as anticipated. We
will update our fiscal outlook regarding this issue upon receipt of the CDHS final
implementation instructions.

Other ltems Not Included in the DHS Fiscal Outlook

There are various healthcare proposals being considered in the California Legislature that
could have a material impact on the Department's Fiscal Outlook in the future, but not
enough details are known to forecast the impact to the Department at this time. The
Department is participating in and monitoring the developments of these proposals.

Please let me know if you have any questions or desire further information.
BAC:aw
(FISCAL OUTLOOK 4-17-07v8)

Attachments

c: Chief Administrative Officer
County Counsel
Executive Officer, Board of Supervisors
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